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Introduction to Competing Theories 

Big crises raise big questions. In the wake of the recent financial crisis, 
economists are asking million-dollar macro-economic questions: What 
causes market fluctuation? What causes business cycles? Professor Tyler 
Cowen of George Mason University explains theories from multiple 
schools of economics. 

https://www. youtube.com/embed/cTso97ARqKI 


"Business Cycles Explained: Introduction" 
by the Institute for Humane Studies 


Description 

Big crises raise big questions. In the wake of the recent financial crisis, 
economists are asking million-dollar macro-economic questions: What 
causes market fluctuation? What causes business cycles? Professor Tyler 
Cowen of George Mason University explains theories from multiple 
schools of economics. 


Keynesian Theory 

Professor Tyler Cowen of George Mason Universitiy explains the 
Keynesian model of business cycles. 

https://www. youtube.com/embed/g_647R_ vUVc 


"Business Cycles Explained: Keynesian 
Theory" by the Institute for Humane 
Studies 


Description 

Professor Tyler Cowen of George Mason Universitiy explains the 
Keynesian model of business cycles. 

Exercise: 


Problem: Aggregate Demand is 
a. consumption + government spending. 
b. consumption + investment + government spending. 


c. government revenue + production. 
d. GDP = combined foreign investment. 


Solution: 


b. consumption + investment + government spending. 


Sticky Wages & Prices 

Professor Tyler Cowen dives deeper into the idea of wage and price 
stickiness from Keynesian Theory. 

https://www. youtube.com/embed/-5zRfUb7D2U 


"Business Cycles Explained - Sticky 
Wages & Prices" by the Institute for 
Humane Studies 


Description 

Professor Tyler Cowen dives deeper into the idea of wage and price 
stickiness from Keynesian Theory. 

Exercise: 


Problem: A major reason for wage stickiness in the United States is 


a. employees with low morale are less productive. 

b. contracts with unions prevent businesses from decreasing their 
wages. 

c. negative shocks can be contained within very specific sectors of 
the economy. 

d. employers do not want to lower wages for ethical reasons. 


Solution: 


a. employees with low morale are less productive. 


Real Business Cycle Theory 

Professor Tyler Cowen of George Mason University explains how 
technology shocks affect business cycles according to Real Business Cycle 
Theory. 

https://www.youtube.com/embed/RY XyNNcsnil 


"Business Cycles Explained: Real Business 
Cycle Theory" by the Institute for Humane 
Studies 


Descriptions 

Professor Tyler Cowen of George Mason University explains how 
technology shocks affect business cycles according to Real Business Cycle 
Theory. 

Exercise: 


Problem: In the Real Business Cycle model, negative shocks 


a. are cancelled out through interest rates. 

b. are cancelled out through positive shocks. 

c. are the worst times to increase government spending. 
d. spread themselves by causing more negative shocks. 


Solution: 


d. spread themselves by causing more negative shocks. 


Austrian Theory 
Professor Tyler Cowen of George Mason University boils down the 
Austrian economists' boom-bust explanation of business cycles. 


"Business Cycles Explained: Austrian 
Theory" by the Institute for Humane 
Studies 


Description 

Professor Tyler Cowen of George Mason University boils down the 
Austrian economists' boom-bust explanation of business cycles. 
Exercise: 


Problem: A weakness of the Austrian theory is that 


a. it puts too much emphasis on government spending. 

b. the market has too many variables, which cannot be tracked to 
produce a stable theory of analysis. 

c. the theory stresses the importance of the market, but assumes 
entrepreneurs are tricked rather easily. 

d. it does not account for economic bubbles. 


Solution: 


c. the theory stresses the importance of the market, but assumes 
entrepreneurs are tricked rather easily. 


Interest Rates in Austrian Theory 
Professor Tyler Cowen of George Mason University explains why interests 
rates are so important to the Austrian economists’ theory of business cycles. 


"Interest Rates in Austrian Theory" by the 
Institute for Humane Studies 


Description 

Professor Tyler Cowen of George Mason University explains why interests 
rates are so important to the Austrian economists’ theory of business cycles. 
Exercise: 


Problem: In the Austrian theory, interest rates determine 


a. whether investors will make moral choices. 

b. whether entrepreneurs produce “for now” or “for later”. 

c. whether government spending is distorted. 

d. the indirect rate at which governments can spend over time. 


Solution: 


b. whether entrepreneurs produce “for now” or “for later”. 


Monetarist Theory 

Professor Tyler Cowen of George Mason University introduces Milton 
Friedman's monetarism, which claims that money supply fluctuations drive 
the rate of inflation and deflation. 

https://www. youtube.com/embed/SgweT-7i1hU 


"Business Cycles Explained: Monetarist 
Theory" by the Institute for Humane 
Studies 


Description 

Professor Tyler Cowen of George Mason University introduces Milton 
Friedman's monetarism, which claims that money supply fluctuations drive 
the rate of inflation and deflation. 

Exercise: 


Problem: 


According to monetarist theory, government should keep money 
supply growth 


a. extremely high. 

b. extremely low. 

c. stable. 

d. Trick question! Government should not affect money supply. 


Solution: 


c. stable. 


Explaining the Great Recession 

Professor Tyler Cowen of George Mason University explains that the Great 
Recession can be explained by a number of different school of economics 
and how studying multiple schools allows us to gain a fuller understanding 
of the causes of economic downturns. 


"Explaining the Great Recession" by the 
Institute for Humane Studies 


Description 

Professor Tyler Cowen of George Mason University explains that the Great 
Recession can be explained by a number of different school of economics 
and how studying multiple schools allows us to gain a fuller understanding 
of the causes of economic downturns. 

Exercise: 


Problem: The causes of the modern housing crisis 
a. are mainly Keynesian. 
b. cannot be explained by any theory. 
c. can be explained in part by each theory. 
d. mirror the causes of the Great Depression. 


Solution: 


c. can be explained in part by each theory. 


